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Guideline Depreciation 
Revenue Procedure 62-21 
u NTIL T H E PROMULGATION of Revenue Procedure 62-21, 
revenue agents examined depreciation deductions based 
upon facts and circumstances which could be demon-
strated by taxpayers in support of their useful lives. In 
the absence of valid support, agents could fall back on 
Bulletin F to determine an appropriate life. The Bulletin, 
however, had not been revised since 1942 and did not 
reflect current obsolescence and usage rates. The new 
Revenue Procedure is a result of the Treasury's efforts 
to update Bulletin F. 
Under the guideline procedure, classes of assets are 
generally subject to depreciation by industry rather than 
by the nature of the property, as under Bulletin F. Thus, 
the same electric drill would have a guideline life of 18 
years if used in the production of ferrous metals and a 
guideline life of 8 years if used in producing electronic 
equipment. No important changes have been made in the 
useful lives of buildings except that the procedure requires 
building components (which, heretofore, had been depre-
ciated separately from the buildings on a shorter life) to 
be included as part of the building and depreciated over 
the longer building life. 
Rev. Proc. 62-21 is effective for all tax returns filed on 
or after July 12, 1962. The general rules provide that 
assets are to be categorized by classes and a class life 
determined in accordance with technical rules set forth in 
Section 4 of the procedure and in Technical Information 
Release (TIR) 399. If the class life used is greater than 
or equal to the guideline life for a particular class of 
assets, no adjustments to useful life may be made by an 
examining agent for the first three years to which the 
procedure applies (not necessarily the same as the first 
three years to which the taxpayer applies the procedure), 
and the taxpayer will also get the benefits of the transition 
rule discussed below. In using guideline lives or longer, 
the taxpayer is entitled to three years of undisturbed 
depreciation followed by, at worst, a 25% lengthening of 
life with the use of this lengthened life for an additional 
undisturbed three years. At best, the use of guideline lives 
will entitle the taxpayer to continue computing deprecia-
tion for an indefinite period of time on the lives selected, 
as long as retirement and replacement practices are in 
accord with depreciation policies. 
Where the class life used is less than the guideline life, 
the taxpayer will not automatically obtain the benefit of 
the original three-year "holiday". However, both the 
20 T H E QUARTERLY 
transition rule and "holiday" benefits will be available if 
one of the following exceptions can be satisfied: 
1. The class life is greater than or equal to that used 
in the immediately preceding year, and has been used for 
approximately one-half the past class life; 
2. The class life is less than that used in the preceding 
year but the preceding year's life has been used for at least 
one-half of that life; the reserve ratio (discussed below) 
is less than the lower limit of the appropriate range (based 
on the current year's life) ; and the life used is not less 
than that justified in the Adjustment Table of the Reve-
nue Procedure; 
3. The taxpayer can justify his less-than-guideline life 
on the basis of other facts and circumstances (it should be 
noted that this will be the only test available to new tax-
payers or where a new guideline class is established for an 
existing taxpayer, inasmuch as the reserve ratio test is not 
meaningful under these circumstances). 
The one other situation where a less-than-guideline life 
may be utilized by a taxpayer is where the life has been 
previously justified on IRS audit. Such justification will 
not be considered to have occurred unless the depreciable 
lives used by the taxpayer have been actually examined 
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and the findings of the agent included in his report. 
Failure to examine depreciation, or leaving it undisturbed 
and unreported as part of a compromise settlement, will 
not be considered as justification of useful life on audit. 
Because a previously justified life may be used initially 
for at least three years without being disturbed, taxpayers 
may encounter arguments from revenue agents, for open 
years prior to the promulgation of the procedure, that 
useful lives should be extended to at least the guideline 
life so that the "justified lives" exception will not be 
available (in fact, cases have already arisen where an 
examining agent has attempted to impose "penalty" lives 
for open years in order to get back in advance some por-
tion of the benefits that will have to be given up by the 
IRS during the first three years of the guideline proce-
dure) . Taxpayers whose less-than-guideline lives face 
lengthening by the Service may be well advised to permit 
the extension to guideline lives (if they will not fall within 
one of the exceptions) in order to ensure that they will 
obtain not only the three-year holiday but also the transi-
tion rule benefits, which may be substantial. Obviously, 
the position taken will depend on how much would be 
given up by lengthening of depreciable lives, as well as on 
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other benefits of the procedure which might be lost if the 
transition rule provisions were not applicable. 
Reserve Ratio Test: 
In order to prevent taxpayers from arbitrary and in-
definite use of guideline lives where replacement practices 
are not in accord with the lives used, the Treasury Depart-
ment has formalized a reserve ratio test which applies 
objective standards to the depreciation and retirement 
practices of the taxpayer. Although practitioners may feel 
that familiarity with all the details of this test is not re-
quired until 1965 (because ordinarily the first three years 
will be unchallenged), knowledge of the theory behind 
the test makes possible advance preparation for the 
approach which may have to be taken with an agent if 
a client fails to meet the test after the third year. Further, 
for clients using less-than-guideline lives (unless subject to 
one of the exceptions mentioned above) the reserve ratio 
test will have to be met even in the first year of the 
procedure. 
The reserve ratio is merely the ratio of the allowance 
for depreciation in a given class to the cost of the assets 
in that class. Because a high ratio indicates rapid deprecia-
tion (with the corollary requirement of rapid replace-
ment) , it will be the taxpayer's objective to keep the ratio 
as low as possible. 
The test is based on a theoretically stabilized account, 
with adjustments made for growth within the account. 
Thus, assuming for simplicity a ten-year straight line ac-
count, with additions at the rate of $100 a year and 
retirements at the end of ten years, an analysis of the 
account at the end of a given ten-year period would show 
a $1,000 balance, of which 10% has been added and 
another 10% retired in each of the past 10 years. Assum-
ing one-half year depreciation in the years of addition 
and retirement, it may be calculated that the accumulated 
depreciation in the account is $500 and that the reserve 
ratio, therefore, equals .500 (which is exactly in accord 
with the figures shown by the reserve ratio table in the 
Revenue Procedure). The taxpayer, in making the test, 
compares his reserve ratio with a range set forth in the 
appropriate table of the procedure and, as long as his 
ratio falls within the acceptable range, he has met the test 
for the particular asset class. However, the test is based 
on all assets in use, including those which are fully depre-
ciated. Therefore, in computing the ratio, the reserve and 
cost of fully depreciated assets still in use must be added 
to the numerator and denominator of the fraction. Be-
cause the addition of the same amount to numerator and 
denominator increases the ratio, the inclusion of fully 
depreciated assets works to the detriment of the taxpayer. 
It should be noted that it is not necessary to take sal-
vage value into account in computing the depreciation 
under the procedure inasmuch as failure to recognize 
salvage will result in a higher depreciation deduction and 
a consequent higher reserve ratio. Thus, the test has a 
built-in safeguard against the failure to recognize salvage. 
The reserve ratio tables are adjusted for different 
methods of depreciation, for different depreciable lives, 
and for different growth factors. The theoretical growth 
factor is the average growth, compounded annually, over 
the period of the class life. 
Because both the rate of growth and the reserve ratio 
are based on averages, there may be some distortion in 
the application of the reserve ratio test to any given set 
of facts. For this reason, it is important to be aware of 
unusually heavy acquisitions or dispositions over the 
course of the period governed by the Revenue Procedure 
— particularly in the year under examination or one class 
life earlier. Should a taxpayer fail to meet the reserve 
ratio test, and if an agent can be shown that the test 
would have been met but for the effect of a given year's 
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unusual acquisitions or retirements on the ratio, he may 
well be able to justify the class life used under the "other 
facts and circumstances" test. 
Should the taxpayer fail to meet the reserve ratio test 
for any year in which he is required to substantiate his 
useful lives, he will still be permitted to continue the use 
of the class life if he falls under the transition rule or if he 
can justify his life based on other facts and circumstances. 
If these two exceptions fail, he will then be faced with a 
lengthening of his class life in accordance with the Adjust-
ment Table provided as part of the Revenue Procedure. 
This lengthening is generally 25% of the class life which 
has been used. 
Transition Rule: 
For taxpayers coming within Rev. Proc. 62-21, the re-
serve ratio test is considered met for the first three years 
after the promulgation of the procedure; i.e., no matter 
how large is the excess of the taxpayer's reserve ratio over 
the top limit of the appropriate range, the taxpayer's use-
ful lives will not be disturbed during the first three years to 
which the procedure applies. Following the three-year 
holiday, if the reserve ratio for a given asset class is not 
within the proper range, useful lives will nevertheless not 
be disturbed as long as the excess of the ratio over the top 
limit of the appropriate range is less than it was in any 
of the three prior years. As can be seen by hypothesizing 
figures for a period of years in which this test is met, the 
result of the transition rule is to require a constant move-
ment of the reserve ratio toward the appropriate range. 
Unfortunately, some taxpayers and writers have misin-
terpreted the test set forth above by stating that the transi-
tion rule is met if the reserve ratio in the fourth year is 
less than it was in any of the three preceding years. The 
following table illustrates the distinction that must be 
drawn to meet the transition rule. 
Year 
1 
2 
3 
4 
Top Limit 
54 
55 
56 
54 
Ratio 
58 
58 
60 
59 
Despite the fact that the reserve ratio in year 4 is less 
than that for year 3, the transition rule is not met inas-
much as the excess of the ratio over the top limit of the 
appropriate range is four in the 1st year, three in the 2nd 
year, four in the 3rd year, and five in the 4th year. The 
excess in year 4 is not less than it was in any of the three 
preceding years. 
Where the transition rule is met by "trending" in the 
proper direction, the taxpayer may continue to compute 
depreciation on his useful life up to a period of one class 
life, including the three-year holiday. At the end of one 
class life, he must be absolutely within the appropriate 
reserve ratio range. 
Failure to meet the transition rule will, as mentioned 
above, require the upward adjustment of useful life by 
25% if the taxpayer cannot justify his life using other 
facts and circumstances. The lengthening of useful life, 
however, does not terminate the application of the transi-
tion rule. Where the life is lengthened in accordance with 
the Adjustment Table, it cannot then be lengthened again 
unless the excess of the reserve ratio over the top limit of 
the appropriate range "continues to increase for a period 
of at least three years." This quotation from the Revenue 
Procedure raises certain problems of interpretation, such 
as what is contemplated by the term "continues to in-
crease." If the excess over the top limit is 4, 4, and 4 in 
three successive years, will this mean that the transition 
rule is met because there is no increase? Is there a guar-
antee that a taxpayer may be constantly over the top 
limit of the appropriate range following the lengthening 
of useful life and be able to maintain this excess for the 
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balance of his class life? Further, in considering a "period 
of three years," must the three years be consecutive in 
order to have a "period," so that if there is an increase 
for two years, a decrease in the third, followed by an 
increase in the next two, would this set of circumstances 
meet the transition rule because there has been no 
"period" of three successive years in which there was an 
increase? The solutions to these questions will probably 
have to await additional pronouncements by the Treasury 
Department. 
Where a taxpayer has been replacing and retiring fixed 
assets substantially more slowly than he has been depre-
ciating them, it is inevitable that he will eventually fail 
to meet the transition rule even after the initial 25% 
lengthening of life by the Internal Revenue Service. At 
such time, the Revenue Procedure terminates with respect 
to the class of assets involved and the taxpayer will have 
no alternative but to justify his useful life on the basis 
of all facts and circumstances. 
At this point, it might be appropriate to consider the 
planning which may be done on behalf of clients in order 
to avoid the termination of the Revenue Procedure for as 
long a period as possible. The most important single step 
which may be taken is the deferral of programmed sales 
until the year after the holiday period expires—generally, 
the fourth year of the procedure. Then, where sales are 
made, assets should be sold first which are depreciated 
to the greatest extent, so that, ideally, the assets sold will 
be fully depreciated. Since sales of fully depreciated assets 
will remove the same number from the numerator and 
denominator of the reserve ratio, they will, automatically, 
reduce the ratio for the year. Further, the sale of these 
assets will also reduce the taxpayer's rate of growth for 
the year which, by the operation of the tables, increases 
the reserve ratio range allowable to the taxpayer. Thus, 
in one transaction the taxpayer has affected two factors 
(both of which are in his favor) in applying the reserve 
ratio test. 
An alternative possibility, where the taxpayer feels the 
need of retaining the use of the particular assets, would 
be to sell the assets to a leasing company and lease them 
back. While the gain (for sales of tangible personal prop-
erty) would be ordinary income to the extent of post-1961 
depreciation, the reserve ratio situation will be improved, 
the taxpayer will still have the use of the assets, and 
future deductions will be allowable for their rental. 
Tax advisors could suggest at an appropriate point the 
voluntary upward adjustment of useful lives in years after 
the first lengthening of life by the IRS under the transi-
tion rule. Such lengthening will bring the ratio closer to 
the top limit and continue the transition rule in effect. 
Finally, T I R 516 provides that the Service will recognize 
"temporary retirements" and exclude them from the re-
serve ratio test where assets are retired for a period of 
non-usage and depreciation on them is not taken. Despite 
the loss, for a short time, of current depreciation deduc-
tions, a taxpayer may be saving greater amounts on assets 
still in use by ensuring the continuation of the transition 
rule for the remaining assets. A caveat is doubtless in order 
to the effect that the temporary retirement discussion of 
T I R 516 should not be construed as an invitation to tax-
payers to continually move assets into and out of the 
"retired" area. The T I R states that it is expected that 
such temporary retirements will be small and not of sig-
nificance in applying the reserve ratio test. I t seems clear 
that the Service will take a fairly strict approach as to 
what assets are temporarily retired. 
It would also appear to be at least arguable that a 
voluntary upward revision before the IRS lengthens the 
class life could have two beneficial effects: first, the tran-
sition rule might be met and continued with an upward 
revision of less than 25%; and second, that because the 
voluntary revision enables the taxpayer to remain within 
the transition rule part of the Revenue Procedure (and, 
therefore, outside of the Adjustment Table pa r t ) , a suc-
ceeding year adjustment by the IRS will be limited to 
25% and the taxpayer will, at that point, be entitled to an 
additional three years. 
The Role of Composite Accounting: 
The preceding discussion, while applicable generally to 
all methods of accounting for depreciable assets, has been 
predicated on assumptions considering only what will be 
referred to in this article as "item" accounts. These ac-
counts require depreciation computations based on either 
individual assets or so-called "lapse schedules." (The latter 
refers to a grouping of assets by year of acquisition and the 
depreciation of each year's acquisitions over the average 
useful life of the asset class, as if the entire group was one 
item. Thus, using an eight-year life, the total cost of all 
assets acquired in 1957 will be depreciated as a single 
item through the year 1964, at which point no further 
depreciation will be taken on them. Under this conven-
tion, it is not necessary to adjust the depreciation de-
duction for assets retired or abandoned, inasmuch as no 
further depreciation will be taken after the eighth year 
even for assets which are still on hand and being used.) 
While lapse schedule accounts are not, technically, item 
accounts, they shall be considered with item accounts for 
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purposes of this discussion, in order to distinguish them 
from composite accounts. 
Where a taxpayer adopts the use of composite account-
ing as opposed to item accounting for depreciable assets, 
he may obtain certain substantial additional benefits from 
the guideline revenue procedure (the rules laid down by 
the procedure provide that election of a composite method 
of accounting is not considered a change of accounting 
method which would require permission of the Commis-
sioner, and may be made merely by its use on the tax 
re turn) . Under composite accounting, the taxpayer will 
group all assets in a given class into one or more pools, 
disregarding entirely the year of acquisition and whether 
or not the asset is considered to be fully depreciated for 
book or tax purposes. The procedure is quite liberal in 
permitting the taxpayer to determine his composite 
groups; as long as only one asset class is being considered, 
grouping may be for the entire class, or separate groups 
may be made for straight-line and accelerated method 
assets, etc. The theory behind the composite account is 
that an average useful life is selected for the items within 
the account, with that average life then applied to the 
total cost of the items in the account. Thus, at any given 
time, the account should have items in it which have not 
been depreciated in full (that is, having a longer useful 
item life than the average life used) as well as items which 
have a shorter useful life than the average life used with 
the result that they would be fully depreciated if item 
accounting were being employed. General accounting 
rules are not, theoretically, distorted by the use of com-
posite accounting; the entire composite account is merely 
treated as one asset in applying these rules. For theoretical 
justification, it would seem that the only basis on which 
composite accounting would be subject to the same con-
sequences as item accounting would be in a so-called 
"closed account": one where the account was not subject 
Lo future additions. Actually, the ability to add future 
acquisitions to the composite account is what makes this 
method of accounting so advantageous in the application 
of the guideline procedure. 
In the case of many taxpayers, it is not uncommon that 
they will have assets still in use which have been fully 
depreciated for book and tax purposes and which, in fact, 
may have been actually written off the books. As has been 
noted above, the procedure requires that such fully depre-
ciated assets be reinstated when the reserve ratio test is 
applied (even under item accounting) — a n d this rein-
statement will be to the detriment of the taxpayer as the 
addition of the same figure to both the numerator and 
denominator of the ratio will increase it. Using composite 
accounting, however, these assets will also be added back 
for purposes of computing the depreciation deduction, 
because no individual items within such an account can 
be considered fully depreciated. The account itself must 
be depreciated in full before any asset within it ceases to 
have depreciation taken on it. The supplementary ques-
tions to Revenue Procedure 62-21 make it quite clear that 
the Service will recognize and accept the inclusion of 
assets which would be fully depreciated on an item method 
as part of the depreciable base in a composite account. 
To demonstrate the advantage of composite account-
ing, consider the following example: 
Annual 
Depreci-
Asset Reserve ation 
Item Account Assets 
(15 yr. life) $ 900,000 $ 400,000 $ 60,000 
Fully depreciated 
assets' 600,000 600,000 — 
Composite Account $1,500,000 $1,000,000 $100,000 
Thus, for a taxpayer having a substantial amount of fully 
depreciated assets still in use, the utilization of composite 
accounting has enabled him to greatly increase the annual 
depreciation. It must be noted that in no way does this 
accounting method entitle the taxpayer to more accumu-
lated depreciation than he would have obtained on an 
item method; in the example above, the taxpayer may 
take only $500,000 additional depreciation before the 
account is fully depreciated, whichever method he uses. 
The composite account does enable him to accelerate the 
taking of depreciation deductions. In addition, the ability 
of the taxpayer to add to the composite account means 
that he will be able to write off the cost of future plant 
added to the account much faster than he would have 
been able to under item accounting — in some instances, 
the initial advantage could be greater than it would have 
been the first year or two of double declining balance or 
sum of the years-digits depreciation. 
The advantages of composite accounting may be ob-
tained only under certain circumstances (lapse schedule 
depreciation, though reflecting composite accounts by 
year of acquisition, is not considered to be composite 
accounting for purposes of the Revenue Procedure). The 
greatest benefit generally will be derived if straight-line 
depreciation is used for the account, as described in 
the above example, because the computation is based on 
the asset cost. Where declining balance depreciation is 
used, no advantage may be obtained from composite 
accounting (except for the ease of calculating the annual 
depreciation), as depreciation is computed on the net 
book value (after reducing cost by the accumulated 
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depreciation), and no matter how many fully depreci-
ated assets are on hand the same amount is first added 
and then subtracted in deriving the depreciable base. 
Where sum of the years-digits depreciation is used, some 
benefit may be derived as long as the assets are all 
grouped in one account and the "remaining life" SYD 
method is employed (see Income Tax Regulation Sec-
tion 1.167(b)-3(b) (2) for examples of computations 
based on this method) . Most taxpayers using the SYD 
method group assets by years of acquisition, which will 
defeat any composite accounting advantage. If the re-
maining life method is used, even though depreciation 
is computed on the net book value (including fully de-
preciated assets), the addition of the fully depreciated 
items will give a somewhat shorter remaining life. How-
ever, because of the more cumbersome calculations and 
the generally greater benefits of straight line composite 
accounting, it is questionable whether many taxpayers 
will adopt the SYD method. 
A major problem in obtaining the advantages of com-
posite accounting will be the determination of fully 
depreciated assets which are still in use. Unless this in-
formation is available and submitted to the Service, an 
examining agent is likely to take the position that the 
taxpayer has not complied with the requirements of the 
procedure. For taxpayers maintaining current plant sub-
sidiary ledgers, it may be desirable to inventory the entire 
plant and equipment and tie in the individual assets to 
plant ledger cards. An alternative, where plant records 
have not been properly maintained, would be the use of 
statistical sampling, but the IRS has indicated that they 
will scrutinize the sampling techniques with some rigidity 
to ascertain that the methods used are proper. 
A taxpayer using lapse schedules, who is not able to 
determine the amount of fully depreciated assets still in 
use (a not uncommon occurrence with retailers), will be 
considered to meet the procedure requirements if he can 
prove that fully depreciated assets on hand were greater 
than those which had been retired or sold before the end 
of their useful lives, but were still being depreciated 
under the lapse schedule method. This would be con-
sidered by the Service as a demonstration that less depre-
ciation was being taken under guidelines than under 
lapse accounting. The taxpayer would not be able to 
include the fully depreciated assets in his depreciation 
base, but he would at least obtain the lower guideline 
rates. 
The reverse problem arises where a taxpayer main-
tains item accounts: it will be necessary for him to show 
that a fully depreciated asset has actually been retired 
from use so that he will not need to include it in making 
the reserve ratio test. A question for future determination 
will be when an asset is actually retired from use. Will it 
be enough if the asset is put on a "standby" basis? Based 
on the "temporary retirement" discussion of T I R 516, it 
may be possible to answer this question in the affirmative. 
Inasmuch as a composite account itself may not be 
depreciated beyond the aggregate cost of all assets con-
tained therein, it will be necessary to maintain it as an 
"open" composite account. Otherwise, while current 
advantage may be obtained from the use of the fully 
depreciated assets in the depreciation base, this advan-
tage will rapidly disappear. However, by continuing to 
add new acquisitions to the composite account, (prefer-
ably straight line) a greatly accelerated write-off may 
be obtained. In connection with this point, practitioners 
should not lose sight of the one-time election that has 
been granted all taxpayers under Code Section 167(e), 
by which tangible personal property being depreciated 
under any accelerated method may be switched over to 
straight line depreciation without obtaining permission of 
the Service. This election is available only for the first 
taxable year beginning after December 31, 1962. Because 
a taxpayer maintaining one class of assets in two com-
posite accounts—one straight line and the other sum of 
the years—digits—will be considered to have two ac-
counts for purposes of the Revenue Procedure, considera-
tion should be given to switching the SYD accounts to 
straight line under the election granted by Section 167 (e) 
in order to have only one account subject to composite 
depreciation. At such time as the IRS is successful in 
lengthening his lives under the "other facts and circum-
stances" test, he may then return to electing accelerated 
depreciation for subsequent years. 
An additional advantage to be gained from the use of 
composite accounting is that Treasury regulations permit 
the deferral of gain on disposition of depreciable prop-
erty where composite accounts are maintained. This, of 
course, is inherent in the treatment of a composite ac-
count as one account instead of many separate items — 
the gain, theoretically, should not be recognized until 
such time as the account is disposed of. Again, the theo-
retical argument contains a flaw due to the ability to 
continue adding items to the account so that it may never 
be entirely eliminated. 
The deferral of gain or loss on disposal of assets is 
accomplished, under the regulations, by consistently 
charging the cost and crediting sales proceeds for each 
year to the reserve for depreciation. By using this method, 
the net effect is actually to charge the loss or credit the 
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gain to the depreciation reserve instead of to a revenue 
or expense account. In view of the application of Code 
Section 1245 (requiring recognition of gain to be ordi-
nary income to the extent of post-1961 depreciation), 
the ability to defer recognition of the gain becomes even 
more attractive after 1962 than it had been previously. 
The_deferral of gain on sale is not without its draw-
backs. To the extent of gain the accumulated depreciation 
increases, thus reducing the amount of depreciation re-
maining to be taken in the composite account. Further, 
where there is a gain, the reserve ratio will also be higher, 
since adding the gain to the depreciation reserve will 
increase the numerator of the ratio while decreasing 
the denominator (some offset against this increase is 
obtained by a reduction of the growth rate with a corre-
sponding rise in the acceptable reserve ratio range). An 
additional limitation will become evident at the time that 
a composite account is actually closed out (which may be 
a number of years in the future), whether from discontin-
uation of a line of business or from the depreciation 
deductions overtaking the asset cost in the account. At 
that time, any gain which has been deferred and must now 
be recognized will be reportable as ordinary income to 
the extent of post-1961 depreciation. Where the account 
contains assets which have been acquired long before 
1962, the determination of post-1961 depreciation is likely 
to become extremely difficult. Further, the Internal Rev-
enue Service will argue that the "additional" deprecia-
tion on the fully depreciated assets is all post-1961 
depreciation and subject to ordinary income rates to the 
extent of the deferred gain. This, of course, will be a large 
part of the depreciation that makes it so advantageous to 
go onto a composite guideline basis, so that a taxpayer 
might find himself having to pay back in one lump sum 
the benefits he has accrued over the period of time that 
he has used the Revenue Procedure. Even so, he will have 
obtained a substantial interest-free loan from the govern-
ment for that period. 
In summary, it may be concluded that the new Revenue 
Procedure is a valuable tool for obtaining greatly accel-
erated depreciation by taxpayers. While each taxpayer 
will have to evaluate his individual status under the new 
guideline rules, and while some taxpayers will doubtless 
find that procedure does not afford them any significant 
advantage, a large number of taxpayers will discover that 
substantial tax deferral is permitted by use of the guide-
lines, and some (having large amounts of fully depreci-
ated assets still in use) will find that the advantages to be 
gained from composite guideline depreciation can be even 
greater than the initial advantage from an accelerated 
method of depreciation under Code Section 167(b). 
There is no question but that taxpayers seeking the 
advantages of Revenue Procedure 62-21 will be faced 
with the corresponding responsibility of improving and 
maintaining retirement records in such a manner that 
they will not be subject to successful challenge by the 
Internal Revenue Service. Without valid retirement rec-
ords, taxpayers may well find themselves entitled not even 
to the three-year holiday under the Revenue Procedure, 
and certainly they will have great difficulty in obtaining 
the advantages of composite accounts. I t should be noted 
as a corollary that valid retirement records will also be 
required under the investment credit sections of the 
Internal Revenue Code in order to account properly for 
early dispositions and retirements of assets on which an 
investment credit has been claimed. 
In addition, practitioners should not consider the guide-
lines as merely the possibility of obtaining freedom from 
examination of depreciation practices for three years. The 
guidelines, when properly applied, and when juxtaposed 
with strategically timed acquisitions and dispositions, will 
provide many taxpayers with the use of shorter depreci-
able lives for the period of the full class life. At worst, a 
taxpayer not using less-than-guideline lives will be entitled 
to a three-year holiday with an additional three-year 
period using a 25% extended life. Even should the tax 
savings be required to be paid back to the government by 
the use of penalty lives in years following the end of the 
Revenue Procedure, he will have obtained a substantial 
interest-free loan from the government for a period of six 
years or more. This, alone, is a benefit which should not 
be considered lightly. 
Finally, it should be pointed out that the Revenue Pro-
cedure does not have the sanction of statute. It is only an 
the provisions of the investment credit sections, the pro-
cedure does not have the sanction of law. I t is only an 
administrative interpretation of the Treasury Depart-
ment, which may be revoked by the department at any 
time. While it is highly unlikely that the Treasury would 
entirely revoke the procedure (particularly after all of the 
publicity given to i t ) , it must be recognized that loophole 
closing would not require action by Congress to be imple-
mented. Further, during the period of the procedure, the 
Internal Revenue Service will be accumulating informa-
tion with respect to the fixed asset practices of taxpayers 
which had not been previously made available to it. 
At the time the procedure comes to its conclusion with 
respect to a given class of assets, the Service will be fully 
armed in determining the useful lives to be imposed upon 
a taxpayer based upon other facts and circumstances. 
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